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PHILIPPINES: 


KEY ECONOMIC INDICATORS 


All values in US$ million unless otherwise indicated 


Exchange Rates (average for periods covered): 
1982:P8.54U 
1983:P11.224 


First 
Half 


Annual 
Percent 


1984 (Jan—June) :P14.669 1982 1983 1984p/ _Chg.a/ 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices b/ 
GNP at 1972 prices b/ 
Per Capita GNP current prices b/ 
Fixed capital formation on durable 

equipment, 1972 prices b/ 
Personal income, current prices b/ 
Manufacturing (value of production per employee)b/ 
Average labor productivity, current prices c/ 
Average industrial money wage d/ 
Labor force (000 workers) (3/84) 
Average unemployment rate (%) 
MONEY AND PRICES 
Money Supply b/(Sept 84) 
Interest rate (%) e/ 
Indices :Manila (period ave.) 

Wholesale prices (1978=100)(Jan-July 84) 

Consumer prices (1978=100)(Jan-Sept 84) 
BALANCE OF PAYMENTS 
Central Bank gross reserves f£/(Sept 84) 
QGutstanding external debt g/ 
Annual debt service burden 
Annual debt service ratio(%) h/ 
Balance of payments 
Balance of trade 
Exports, t.o.b.(Jan-July 84) 

U.S. share ($%) 
Imports, 1.0.b..(Jan-July 84) 
U.S. share (%) 

PRINCIPAL IMPORTS FROM THE U.S. (Jan-Jun 1984): 


39, 55.6 
11,554.9 


$775 .6 


1,307.5 
30, 274.2 
tas 

1,848.9 

P31.82 
19,698 
5.9 


2,754.6 
14.20 


176.3 
176.2 


2,337.7 

17,054.6 
2,226.8 

19.4 
(1,587 .0) 
(2,646 .3) 
5,020.6 


Electrical machinery, 


33,853.2 
8,897.1 


$651.6 


985 .7 
5,729.8 
ee 

1,400.0 

P42.07 

20,521 
4.1 


2,897.2 
16.60 


200.5 
1% .3 


906 .0 
18,715.9 
2,357.0 
19.5 
(2,464.0) 
(2,482.0) 
5,005 .0 
% .0 
7,487.0 
23.2 


200. 
n. 


$1,675 


Pl 
19,982 


6. 


1,750 


22. 


310. 
211. 


31.2 
(5.4) 
29.1 


4 (44.7) 
ss + 


4 
$750. 
» 52 


0 


3 


6 


97 


3 
4 


483.5 


20,601 
n. 

n. 

(159. 
(392. 
3,069 


27 


104.8 million; 


0.34.1 


a ° 

a. 

0) (84, 2) 
6) (72.5) 


Pe) 7.0 
39. 
3,462.1 


2 23.0 
(19.9) 


-4 (7.6) 


non-electrical machinery, $79.2 million; cereals and cereal preparations, $66.9 million; 


chemical elements, $37.4 million; textile fibers, $14.3 million; transport equipment, 


million. 
PRINCIPAL IMPORTS FROM ABROAD(Jan-July 1984): 


$13.0 


Mineral fuels and lubricants, $1,015.0 million; 


materials and accessories for manufacture of electrical equipment, $477.6 million ifs 
chemicals, $342.1 million; electrical machinery, $247. 0 million; non-electrical machinery, 
$246.7 million; embroideries, 138.2 million i/; cereals and cereal preparations, $117.8 
million; trans 
a/Comparison between that period in 1984 and similar period in 1983. Percent changes from 
data originally available in pesos were calculated using peso values and therefore will be 
different from dollar comparisons. 

b/Peso vaiues converted to dollars, using average exchange rate for the period. 

c/Labor productivity measured in terms of net domestic product per employed person; peso 
values converted to dollars. 

d/Legislated daily wage rates in pesos for non-agricultural establishments in Metro Manila. 
e/Weighted average of money market rates. 

f£/Reserves outstanding as of end of period. 

g/Excluding foreign borrowings of the banking sector, used mainly for liquidity purposes. 
h/For debt of over l-year maturity, as defined by RA 6142, as amended (CB definition). 
i/Imported on consignment basis. 

p/Preliminary. 

r/Revised. 
Sources : 


Central Bank, National Economic & Development Authority, 
National Census & Statistics Office, Ministry of Labor. 
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Suminary 


The Philippine economy underwent a sharp contraction of 
over 5 percent in the first half of 1984. The continuing 
moratorium on commercial bank debt severely restricted access 
to trade financing for raw materials and other inputs in the 
manufacturing sector. A drop by one-third in government 
expenditures on infrastructure, resulting from government 
efforts to reduce the public sector deficit, sharply reduced 
activity in the construction and mining and quarrying 
Subsectors. Expenditures on durable equipment dropped by 
nearly 45 percent, and expenditures for inventories plunged 
over 80 percent. 


The growing inflation which emerged in the last quarter of 
1983 with an increase of nearly 40 percent in the money supply 
continued through the first three quarters of 1984, reaching 
over 60 percent by the end of September. Liquidity jumped 
again in July, and efforts by the Central Bank to reduce excess 
liquidity in recent months has placed strong upward pressure on 
interest rates, which nonetheless remain negative in real terms. 


Wages have not kept pace with inflation, dampening domestic 
demand. Unemployment has continued to increase, and labor 
unrest has grown. The past rapid growth in the export of labor 
has slowed and the remittances of overseas workers through 
official channels has dropped. 


There was a small balance of payments surplus in the first 
semester of 1984, as compared to a deficit of over one billion 
dollars in the first half of 1983. This improvement resulted 
largely from draconian cuts in imports and a build-up of 
arrearages in debt service and other payments. 


The peso was devalued by nearly 30 percent in June and by a 
further 10 percent in mid-October when commercial banks were 
permitted to resume interbank trading as part of a prior action 
package related to a pending stabilization program agreed with 
the International Monetary Fund (IMF). The prior actions also 
included several measures to increase government revenues, and 
the IMF program will require continued restraint in government 
expenditures. 


Domestic Kconomic Performance 


The Philippine economy contracted sharply in the first 
semester of 1984, with real GNP declining by 5.4 percent from 
the same period of 1983 (Table I). The industrial sector, 
which accounts for 35 percent of GDP, led the slump with a 
decline of nearly 10 percent. Services, the largest sector 
comprising 39 percent of GDP, declined by 2.4 percent. Only 
the production of the agriculture, fisheries and forestry 
sector demonstrated growth, and the real growth here of 2.2 
percent is low considering the decline experienced in the 
sector in 1983 due to a drought in the first semester. 





TABLE I 
Gross National Product by Industrial Origin, 1983-1984 
(In million pesos, at constant 1972 prices) 


1983 lst Sem lst Sem Pct. Chg. 
1983 1984 (Y/Y) 


By Industrial Origin 
Agr.Fish.& Forestry 24,845 12,555 12,829 


Industry 35,955 18,883 17,178 
Mining & Quarrying 1,966 1,032 829 
Manufacturing 25 ,108 12,888 12,073 
Construction 7,689 4,406 3,693 
Elec., Gas, Water 1,192 557 583 


Services 39,320 19,568 19,093 
Transp. Com. & Storage 5,266 2,688 2,544 
Trade 13,930 6,658 6,805 
Finance & Housing 7,778 3,931 3,801 
Other Services 12,346 6,291 5,943 


GROSS DOMESTIC PRODUCT 100,120 51,006 49,100 
Net Factor incomes from abroad (259) (356 ) (1,209) 
GROSS NATIONAL PRODUCT 99,861 50,650 47,891 
Estimates as of September 1984 

Source: National Economic Development Authority 


In the industrial sector, mining and quarrying suffered the 
sharpest reduction, with output nearly 20 percent lower than in the 
first semester of 1983. Construction also slumped drastically, with 
a 16 percent real reduction in output. Both of these subsectors 
were strongly affected by a 33 percent drop in government 
construction expenditures. Manufacturing, which comprises 70 
percent of the industrial sector, declined by over 6 percent due to 
cutbacks in production due to difficulties in financing imports of 
raw materials and other inputs and to weak domestic demand. Only 
the utilities subsector demonstrated any real growth. 


Trade services was the only service subsector to grow, and that 
was a modest 2.2 percent. The other service subsectors declined by 
3.3 percent to 5.5 percent. 


Rapid and growing inflation (Table II) served to dampen private 
consumption and reduce real government expenditures. Personal 
consulption expenditures grew by only 1.6 percent in the first 
semester of 1984, as the CPI accelerated from 33 percent at the end 
of January from the same time in 1983 to 49 percent by mid-year. By 
the end of the third quarter the annual change in the CPI had 
reached over 63 percent. Government consumption expenditures 
dropped 12 percent in the first half and, as mentioned above, 
government investment dropped by one-third. 





Table II 
Philippine Inflation Rates 


1983 1984 
Month Consumer Percent Month Consumer Percent 
Price Index Change Price Index Change 
(1978=100) (Y/Y) (1978=100) (Y/Y) 


188.8 238.2 33.3 
192.2 245 .5 36 .6 
193.0 250.8 39.3 
195.4 25 4.6 40.7 
207.2 255 .1 40.0 
223.9 275.2 49.2 
299.8 58.8 
308.2 60.4 
315.7 63.6 
324.4 66.0 


#Advance estimate 
Source: National Economic Development Authority 


Overall, investment declined by 34.5 percent in the first half, with 
the sharpest change coming from an 82 percent decline in 
expenditures for inventories. Expenditures on durable equipment 
showed the next largest decline, with a drop of nearly 45 percent. 
This poor investment performance resulted from a combination of 
limited availability of finance, escalating costs and political 
uncertainty. 


Money Supply 


After an increase of 38 percent in the last quarter of 1983, the 
domestic money supply (Ml) declined somewhat in the first half of 
1984 (Table II). A sharp increase in July brought the money supply 
to a level 54 percent above the end of July 1983. By the end of 
September, Ml had been brought back down below the end of 1984 
level, but remained 34 percent higher than a year earlier. 


In designing its currently pending stabilization program, the 
International Monetary Fund (IMF) has chosen to focus on reserve 
money rather than Ml as a liquidity target. Reserve money increased 
by nearly 57 percent in the last quarter of 1983 and then declined 
by 1U percent in the first quarter of 1984. In the second quarter, 
an increase of 9 percent brought the reserve money level back nearly 
to the end-1983 level, and a 5 billion peso surge in July sent it to 
nearly 90 percent above the level a year earlier. By the end of 
September the level had been reduced by 3.4 billion pesos through 
aggressive sales of government securities by the Central Bank, but 
remained over 60 percent higher than a year earlier. This expansion 
of liquidity has contributed strongly to the rapid increase in the 
CPl over the last twelve months. 





Table III 
Philippine Money Supply (M-l) and Reserve Money 
(in Million Pesos) 


1983 
July 
August 


September 


October 
Noveinber 
December 


22,690.2 
23,060.2 
23,503.2 
26, 432.1 
28, 306 .3 
32,518.2 


Reserve 
Money 


16,913.4 
18,222.5 
17,638.1 
20, 346.7 
23,599.4 
27,723.0 


PEt. Chas 
(Y/Y) 


15.0 
22.2 
16.1 
35.9 
47.7 
48.7 


1984 

January 30,713.0 38.1 
February 29,011.0 31.8 26, 280.3 56,3 
March 30,189.0 36.1 28,848.0 44.5 
April 31,727.0 41.6 26 , 089.5 52.0 
May 31,461.0 33.9 26 ,714.4 58.0 
June 31,499.0 36.7 27,082.1 68.6 
July 34,950.0 54.4 32,102.0 89.8 
August 33,242.0 44.1 30,884.1 69.5 
September 31,528.0 34.1 28 ,664.3 62.5 


27,146.4 69.4 


Source: Central Bank of the Philippines 


External Account 


The overall balance of payments position for the first half of 
1984 showed a substantial improvement with a small surplus of $70 
million (Table IV) compared to a deficit of $681 million in the same 
period of 1983. This was mainly due to a drastic 23 percent drop in 
imports, reflecting the dearth of trade credit. With adjustments 
for arrears, there was a deficit of $164 million for the semester. 
The current account deficit was $600 million, a 54.1 percent 
improvement from the $1,307 million deficit recorded for the same 
period in 1983. The merchandise trade deficit was reduced from 
$1,305 million in 1983 to $286 million due to the above noted 
decline in imports and a 6.3 percent increase in exports. 


The capital account improved by 18 percent over the first 
semester of 1983 with a surplus of $581 million. There was a sharp 
change in errors and omissions from a negative $489 million in 1983 
to a positive $229 million in 1984. This suggests that some of the 
capital flight of 1983 is trickling back into the economy. This was 
otfset by reductions in other capital flows. Net short-term credit 
declined by nearly $300 million. Disbursements on long-term loans 
fell by 43.6 percent compared to 1983 from $1,102 million to $621 
million. Net flows of direct investments dropped from $54 million 
to $12 million. 


The country's international reserves continued to decline in the 
first semester. Gross Central Bank reserves of $484 million at 


ate 





the end of September were 42 percent below the end-1983 level, ana 
equivalent to less than five weeks imports, even at the reduced 
import level of the first semester of 1984. 


Table IV. 
BALANCE OF PAYMENTS 
($ million) 


First Semester 
1983 1984 


Total Actual Adj.for Pct.Chg. 
1983 Arrears (Actual) 
Actual 
I. Current Transactions 
A. Mdse. (2,482) (1,305 ) (286 ) (286 ) (78.1) 
Exports 5,005 2,430 2,583 2,583 6.3 
Imports 7,487 3,738 2,869 2,869 (23.2) 


Non-Mdse. Trade (45 4) (221) (432) (599) 95.5 
Inf low 3,127 1,701 1,110 1,110 (34.7) 
Outflow 3,581 1,922 1,542 1,709 (19.8) 
. Transfers 472 219 118 118 (46. 
Inflow 483 225 118 118 (47. 
Outflow £2 6 0 0 (100. 


Total Current Trans. (2,464) (1,307) (600) (767) (54. 


II. Non-Monetary Capital 
D. Long-Term Loan 1,550 611 333 141 (23. 
Inflow 2,336 1,102 621 621 (43. 
Outflow 786 491 288 480 (41. 
Direct Investments 122 54 12 22 G27: 
Int low 255 133 48 48 (63. 
Outflow 133 79 36 26 (54. 


- Net-Short Term Cap. (184) 315 26 141 (91. 
Errors & Omissions (168) (489) 229 229 (146. 


Total Non-Monetary Cap. 1,320 491 581 514 18. 
G. Monetization of Gold 183 35 89 89 
H. Allocation of SDRS 0 0 0 0 
III. OVERALL BOP POSITION (961) (681) (164) (110. 
Source: Central Bank of the Philippines 


Foreign Exchange Rate 


The official guiding rate for the peso was established at pesos 
18 per dollar on June 6, 1984, after having been fixed at pesos 14 
per dollar since October 1983. While the government announced a 





"float" of the peso in June, the new rate was established by a 
Single interbank transaction. Transactions were not resumed until 
the end of September, and then four successive adjustments during 


the first two weeks of October brought the guiding rate to pesos 
18.45 per dollar. 


As part of its stabilization program negotiated with the IMF, on 
October 15 the Government announced revisions in foreign exchange 
regulations that ended the requirement that commercial banks 
Surrender 80 percent of their foreign exchange receipts to the 
Central Bank and abolished the allocation of foreign exchange by the 
Central Bank. In the first day's trading after this announcement 
the peso was devalued tu pesos 19.95 per dollar. In the three weeks 
following the peso traded in a tight band ranging from pesos 19.98 
to 20.01 per dollar. Weak domestic demand and the high borrowing 
costs for the peso are dampening the demand for dollars at present. 


After diverging sharply from the official rate at the end of 
1983, since the October 15 changes the blackmarket, or "parallel", 
rate has returned to the more traditional pattern of trading at a 
small premium to the official rate. Some convergence already had 
been evidenced since the June devaluation. Provided that free 
interbank trading of the foreign exchange is maintained, the rates 
should continue to move together in the future. 


Table V 
Foreign Exchange Rate 
(Pesos/$) (Monthly Average) 


Official* Blackmarket** 


(Pesos/$) Pct.Chg. (Pesos/$) Pct.Chg. 
(Y/Y) (Y/Y) 


11.002 29.6 
11.002 29.0 
September 11.002 27.4 
October 13.702 56.3 
November 14.002 $7.8 
December 14.002 54.6 


1984 

January 14.002 50.8 
February 14.002 47.9 
March 14.002 45 .8 
April 14.002 41.9 
May 14.002 39 .6 
June 18.002 73.8 
July 18.002 63.6 
August 18.002 63.6 
September 18.002 63.6 


a/ 1982 blackmarket figures are not available 
Sources: *Central sank of the Philippines 


**Unofficial survey of private exchange dealers. 
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Foreign Trade 


The United States continues to be the Philippines' leading 
trading partner, as shown in Table VI. Total trade between the two 
countries during the first seven months of 1984 was $2.15 billion, 
or nearly one-third of total trade. The Philippines enjoyed a trade 
surplus with the U.S. of $257 million. U.S. exports to the 
Philippines declined by nearly 8 percent to $947 million from $1,025 
million in the first seven months of 1983. However, the U.S. share 
of imports rose from 23.7 percent in 1983 to 27.4 percent in 1984. 
Japan is the second largest trading partner of the country, with 
total trade amounting to $1.1 billion during January to July. 
Japanese exports to the country went down by 39 percent from $766 
million to $469 million. Japanese imports went up slightly 
resulting in a trade surplus for the Philippines of $157 million. 
The Middle East Countries, ASEAN countries, and the EEC maintained 
substantial portions of the Philippine market, their shares ranging 


from 10 percent for the EEC to 17 percent for the oil exporting 
countries. 


Table VI 
Direction of Trade, Jan-July 1984 
(FOB Value in million U.S. dollars) 


Percent Percent 
Country Imports % Distrib. Exports % Distrib. 


United States 946.9 2133 1,204.3 39..23 
Japan 468.6 513.58 625.8 20.39 
European Econ.Community 344.6 9.95 Steak 12.23 


Middle East Countries 596.5 17.23 42.6 1.39 
AS EAN 433.4 32.52 250.4 8.16 
Other ESCAP Countries 306.7 8.86 28.5 8.42 
Socialist Countries 124.5 3.60 43.1 1.40 
Other Countries 240.9 6.96 265 .7 8.66 


TOTAL 3,462.1 100.00 3,069.5 100.00 


Source: National Census and Statistics Office 


Exports 


The seven percent increase in total Philippine exports for the 
first seven months of 1984 (Table VII), was largely due to export 
yains trom non-traditional manufactures, led by semiconductors, 
garments, and other electronic and electrical machinery (Table 
VIII). Most of these industries tend to be labor-intensive, but 
some of the fastest growing--such as semiconductor devices and 
ready-made garments--depend on raw materials imported on consignment 
basis for assembly in the Philippines. Sales of non-traditional 
products proved stronger than those of traditional products in the 
world market and this trend is expected to continue. Improved 
earnings from coconut oil were due to improved world prices, as 
shipments of coconut oil went down to 369,000 metric tons for 


January to July 1984 from 582,000 metric tons in the same period of 
1983. 





Table VIl 
Philippine Exports, Jan-Jul 1984 & 1983 
(FOB Value in million US dollars) 


1984 1,9. G3 
Principal Exports Value % Distrib. Value % Distrib. 


Semiconductors nt/ 470.0 S$ ..23 420.8 14.66 
Coconut oil 364.7 11.88 236.1 


Sugar 141.9 4.62 248.8 


Copper concentrates 72.2 2.35 177.2 


Bananas nt/ 79.1 2.58 65.1 
Gold $9.2 1.93 
Lumber 59.7 1.94 
Iron ore agglomerate 55.5 63.1 
Other 1,767.2 1,466.2 
Total 3,069.5 2,869.5 


nt/- Non-traditional 
Source: National Census and Statistics Office 


TABLE VIII 
NON- TRADITIONAL MANUFACTURED EXPORTS 
January to August 1984 & 1983 
(Value in million US dollars) 


1984 1983 


Electronic and electrical 

equipment /parts 856 6 86 
Garments 387 331 
Textiles and yarns 24 29 
Footwear 31 38 
Wood manufactures 34 36 
Furniture & fixtures 59 53 
Chemicals 62 58 
Copper Metal 66 - 
Machinery & transport equipment 22 22 
Processed food & beverages 75 93 
Miscellaneous manufactured articles 92 89 
Others 201 99 


Total 1,909 1,534 


Source: Central Bank of the Philippines 





Imports 


The merchandise trade deficit of the Philippines for the first 
seven months of 1984 narrowed by 72 percent to $393 million from 
$1450 million for the comparable period in 1983, following a 20 
percent decrease in imports and a7 percent increase in exports. 
Imports from January to July 1984 totalled $3,462 million, a decline 
of $858 million from the first seven months of 1983. Large declines 
were noted for mineral fuels, non-electrical machinery, chemicals, 
transport equipment, dairy products and cereals. Partially 
offsetting these declines were substantial increases in imports of 
products obtained on consignment basis, such as embroideries for 
garment manufacture and supplies for the manufacture of electrical 
equipment. Mineral fuels remained the country's leading import with 
a 29 percent share of the total import bill. Table IX shows the 
principal imports during the period. 


Table Ix 
PHILIPPINE IMPORTS, Jan-July 1983 & 1984 
(FOB Value in million US dollars) 


198 4 io &3 
Principal Imports Value % Distrib. Value % Distrib. 


Mineral fuels, lubricants 
and related materials 1,015.0 29.32 1,277.0 29.56 


Non-electrical machinery 246.7 Fad 506.8 £2.73 
Electrical machinery 247.0 233.8 5.41 
Chemical elements & compounds 342.1 432.3 10.01 


Materials and accessories for 
mftr. of electrical equip.a/ 477 .6 428.7 9.92 


Cereals & cereal preparations 117.8 144.9 ce 
Embroideries a/ 138.2 3.99 % «i 1.74 
Transport equipment 69.9 2.02 134.8 FFG 
Other 807.8 23.33 1,086.5 25 «36 
TOTAL 3,462.1 100.00 4,319.9 100.00 
a/ Imported on consignment basis 
Source: National Census and Statistics Office 
Fiscal Policy 
Beginning in June, the government has introduced a series of 


fiscal measures designed to reduce the public sector deficit. Some 
of the trade-related revenue measures introduced in June were 





repealed by the most recent package of measures announced in 
mid-October to allow a unification of the exchange rate. Additional 
expenditure cuts have been made to offset the impact of devaluation 
and inflation. Overall, the public sector deficit is expected to be 
somewhat less than 4 percent of GNP, representing a small 
improvement over 1983. 


Most importantly, the new fiscal measures should provide a 
Significant reduction in the public sector deficit next year to 
around 2 percent of GNP. This can only be achieved, though, if the 
austere expenditure levels proposed for 1983 are followed. Table IX 


Shows the effect of the proposed expenditure levels on projected 
disbursements. 


Table xX 
GOP CASH BUDGET 
(In Billion Pesos, Current) 


1984 Pct. Chg. 
(Y/Y) 


Revenues 58.4 18.0 
Less: Current Operating Expenses 44.6 
Current Surplus 13.8 
Less: Capital Outlays 21.8 
Infrastructure Sif 
Corp. Equity Investment* 1222 
Other Capital Outlays 


Budget Surplus (Deficit) 


Net Borrowings 
Gross Borrowings 
Domestic 
Foreign 
Debt Amortization 
Domestic 
Foreign 


*Includes net lending 
Source: Ministry of Budget 


Labor 


Official statistics confirm that unemployment nationwide rose by 
over two points between the fourth quarter of 1983 and the first 
quarter of 1984, the most recent data available. The unemployment 
rate rose from 4.1 percent to 6.3 percent, while the underemployment 
rate (employed persons working less than 60 days during the quarter 
and still wanting additional work) increased from 19.1 percent to 
21.0 percent. Because of definitions, unemployment rates are 
unrealistically low and the underemployed category covers a 
substantial amount of real unemployment. 








Unemployment in Metro Manila rose by 1.5 points from 11.8 
percent in the fourth quarter of 1983 to 13.3 percent in the first 
quarter of 1984, in apparent contradiction of the conventional 
wisdom that Metro Manila,with its large, modern, import-dependent 
sector, would be the hardest hit in the currént economic crisis. 


The general assumption that the employment situation continued 
to deteriorate through the second and third quarters is supported by 
the employment index for the 200 largest enterprises in the 
country. That index stood at 88.4 in March, dropping to 84.5 in 
June and then recovering to 85.6 in August. When the IMF adjustment 
program and the related financial package come into place, the 
employment picture should brighten. 


The latest Presidential Wage Orders, Nos. 5 and 6, were 
announced on June 16 and October 26 (the latter to take effect 
November 1), following increases in oil prices. The two wage orders 
increase the minimum wage and mandatory cost-of-living allowances to 
Pesos 57.08 for non-agricultural workers in Metro Manila, a total 
increase of approximately 31 percent of the minimum wage level, with 
the percentage dropping correspondingly for higher paid workers up 
to the pesos 1,800 monthly ceiling. However, with the various 
exemptions and restrictions, only an estimated 7.7 million workers 
from the 20 million worker labor force benefit from the wage orders, 
and with the inflation rate over 60 percent on an annual basis at 
the end of September, worker purchasing power has continued to 
decline. Workers in the modern sector covered by collective 
bargaining agreements have been negotiating substantial wage 
increases (representative increases range from 25 to 50 percent over 
the normal three-year life of the agreement), but the number of 
workers covered is relatively small and the increases generally do 
not equal the inflation rate. 














Labor unrest has grown. According to Ministry of Labor 
statistics, the January-September strike total already exceeded the 
total for the whole of 1983 by almost one-third (200 vs. 155) and 
the number of man days lost January-September 1984 was only slightly 
below that for the whole of 1983. Economic considerations were 
generally the basis for the strikes, but increasingly there have 
been political overtones that have tended to prolong and exacerbate 
work stoppages. 


The rapid growth in the export of labor to the Middle East has 
Slowed as declining oil revenues and completion of major 
construction projects have lessened the demand for Filipino labor. 
Total overseas placements (new hires and rehires) for the first 
three quarters of 1984 at 337,758 were only two percent over the 
total for the same period in 1983, and the Philippine Overseas 
Employment Administration (POEA) is forecasting that the year-end 
totals for 1983 and 1984 will be approximately the same. POEA has 
also disclosed that earnings of U.S. Dollars 359.4 million 
repatriated by overseas workers during January-July 1984 dropped 37 
percent from the same period of the previous year. This can be 
attributed to workers either retaining their hard currency earnings 
in anticipation of more favorable peso exchange rates or 





repatriating them through-the black market. Despite the negative 
trends, labor export continues to be an important facet of the labor 
market. The demand is shifting from the unskilled or low-skilled to 
the high-skilled and professionals, whom the Philippines can also 
provide. This may tend to stabilize or even increase total income 
generated, even if the number of workers declines moderately. 


Implications for U.S. Trade 


The United States is the Philippines' largest trading partner. 
In the first semester of 1984 nearly 40 percent of all goods 
exported by the Philippines were sold to the United States. The 
United States was the source of approximately 27% of all goods 
imported by the Philippines. By way of comparison, Japan was the 
source of 14% of imported goods. Five years ago, the U.S. and Japan 
were competing on an almost equal level, but the U.S. share has 
gradually increased in each successive year. The trend started 
before the current economic crises began, but the divergence 
increased in 1983 and 1984 largely because the U.S. provided a 
generous share of trade and commodity credits to the Philippines 
during this period. 


The U.S. has traditionally enjoyed a modest surplus in its 
balance of trade with the Philippines. In the first half of 1984 
the trend was reversed and the Philippines enjoyed a 240 million 
dollar surplus. U.S. exports to the Philippines remained relatively 
close to 1983 figures, while Philippine exports to the U.S. 
increased substantially. The increase in exports to the U.S. is 
influenced by both the improved U.S. economy and a concentrated 
effort and focus in non-traditional areas such as electronics, 
garments, furniture and household goods. 


U.S. exports to the Philippines in 1985 will probably remain 
relatively close to 1984 levels. However, the mix of products sold 
to the Philippines will probably continue to change as a result of 
the different needs of the economy in present conditions. For 
example, U.S. commodity sales are expected to increase. 


The current status of active government major projects is as 
follows: 


1. Copper Smelter - This project has been completed and is in 
operation. An adjoining proposed $248 million ASEAN-sponsored 
copper fabrication plant received BOIL approval in March 1984. ‘I'he 
Philippines will own 40% of this project and the remainder will be 
held by other ASEAN members. Bids have already been submitted. One 
U.S. supplier is participating in a consortium bid. Financing has 
not yet been arranged. 


2. Integrated Steel Mill - While portions of the project have 
been deferred, the portion that most concerned U.S. bidders has gone 
forward. The sale of the cold rolling mill has been completed and 
shipment to the site is being arranged. The value of the mill is 
approximately $50 million but additional lines and peripheral 
equipment will account for another $30 million. U.S. EximBank 
financing was made available for this project. 





3. Phosphate Fertilizer Complex - This project is complete and 
is about to become operational. U.S. companies are actively bidding 
to supply phosphate rock. 


4. Diesel Engine Manufacturing Plan - The light diesel plant is 
complete. The heavy diesel plant has been shelved. However, the 


light diesel operation has been shut down due to lack of sales and 
the BO] has temporarily excused its owner, Isuzu of Japan, from 
meeting its performance requirements. 


The proposed national telecommunication system has been 
deferred. The project will probably be revived next year with a one 
year bid award process and a five-year completion schedule. The 
total value of this project is expected to be in the area of 1.5 
billion dollars. 


The Ministry of Energy will probably continue to develop the 
nation's coal and geothermal resources in order to further reduce 
the purchase of fuel oil. The U.S. Trade and Development Program 
has provided more than $1 million in grant funds for feasibility 
Studies to be conducted by U.S. consulting firms for the development 
of coal resources in Semirara and Cebu. These studies involve 
mining, processing, and transportation and as they progress there 
Will probably be significant opportunities for U.S. suppliers. It 
is not likely that hydro-electric, synthetic fuel, solar, 
dendro-thermal and bio-mass technologies will be pursued on a large 
scale in the near term, but some opportunities may be available in 
these areas for small scale projects. 


In 1985 we expect that there will be reasonable market demands 
and trade financing available for the following industry sectors: 


Electronic components 

Food Processing and Packaging Equipment 
Mining Equipment 

Health Care and Medical Equipment 


The U.S. Department of Commerce (USDOC), in cooperation with the 
Embassy, will be conducting the following trade promotion events in 
Manila in the near future. Any firm interested in participating 
should contact its nearest USDOC district office. 


Philippine International Trade Fair Nov. 14-21, 1984 
World Medical Equipment Exhibition Dec. 03-07, 1984 
Food Processing Jan. 10-11, 1984 
Architectural, Engineering and 

Construction Jan. 24-25, 1985 
Asian Mining '85 Feb. 11-14, 1985 
ASEAN Food Technology Exhibition Feb. 18-23, 1985 
Avionics & Ground Mar. 18-19, 1985 
Electronics Components Jun. 17-18, 1975 





Computers and Office Equipment, 
Computers and Peripherals Nov. 07-08, 1985 


PIP- Philippine Initiated Event 

TFO- Trade Fair (preliminary recruitment overseas) 
SM - Seminar Mission 

RC - Regular Catalog Show 

VC - Video Catalog Show 


Investment Climate 


Foreign investors may own up to 40% of any non-retail business. 
Ownership of up to 100% is available to industries classified as 
"pioneer" or fully export-oriented. Labor-intensive and 
export-oriented businesses can also receive investment incentives 
from the Philippine government through the Board of Investments 
(BOI), the Export Processing Zone Authority (EPZA), the Technology 
Transfer Board, and the Philippine Veteran Industries Development 
Corp. (PHILVIDEC). 


The BOI wishes to encourage investment in the Philippines, 
particularly in the areas of agribusiness and electronics. 


Americans have been investing in the Philippines for a long time 
and American companies are well represented in most areas of the 
retailing and exploitation of natural resources. Generally, 
American investors have done well. U.S. investment in the 
Philippines is conservatively estimated to be in excess of 1.5 
billion dollars and is by far the largest source of foreign 


investinent here. On balance the long term prospects for additional 
investment appear to be good. However, there are some factors of 
which potential investors should be aware. 


1. Land Tenure - The Philippine Constitution contains a 
prohibition against foreign ownership of land. Foreign investors 
cannot "lock-in® their real estate costs and this affects their cost 
of production as well as their cost of maintaining expatriate 
managers. 


It is possible for a foreign person or corporation to purchase a 
condominium apartment or office space in a building where no more 
than 40% of the ownership is foreign. Some U.S. corporations have 
availed themselves of this opportunity. 


2. Investment Incentives - The BOI is empowered to grant 
substantial incentives to qualified foreign investors, including 
guaranteed monopolies in "pioneer" industries. However, the BOI is 
not the only Philippine institution with such powers. The Export 
Processing Zones (EPZA), the Philippine Veteran Industries 
Development Corp (PHIVIDC), and the Technology Transfer Board 
program can also offer investment incentives. This puts the 
potential foreign investor in the position of having to shop for the 
best set of investment incentives. Potentially, an investor with a 
national monopoly could discover that a competing business had been 
authorized by an authority other than the one that granted its 
franchise. 





3. Unequal treatment - There have been some complaints made by 
U.S. companies operating in the Philippines indicating that they are 
not receiving equal treatment in the law courts. The Embassy 
Maintains a file on these firms and in some instances their 
allegations appear to be well founded. However, the number of 
registered complaints is small in comparison with the hundreds of 
U.S. companies doing business in the Philippines. 


4. Cronyism - The "“Compadre” system, the extended family concept 
and the "Old Boy" system all have extensive roots in the Philippine 
culture. Beneficiaries of these relationships will have competitive 
advantages in contract awards, treatment by the courts, and in 
banking relationships. 


5. Infringement of Intellectual Property Rights - Lip service 
has been paid to this concern by the GOP, but there have been few 
concrete measures taken to combat this ill. There are bills pending 
in the Batasang Pambansa (Parliament) which would put some teeth 
into existing laws. However, the attitude of many GOP officials and 
court officers seems to be that infringement really isn't such a bad 


thing. The result is a tendency to let violators off the hook on 
minor technicalities. 


There are several programs designed to facilitate U.S. 
investment which are available to prospective investors. These 
include OPIC Insurance and guaranties, feasibility study assistance 
through the Trade Development Program (TDP) and access to joint 
venture opportunities through OPIC's “opportunity bank". In 
addition, the Philippine-U.S. Business Development Council maintains 
offices in Washington at the Embassy of the Philippines, 1617 


Massachusetts Ave., N.W., Washington, D.C. 20038; telephone 
202/483-1414. 


Potential investors are urged to contact the Commercial 
Counselor of the Embassy or their local USDOC District Office for 
specific information on investing in the Philippines. 


Prospects for the Future 


The agreement with the IMF on a stabilization program also set 
the stage for renewed negotiations with commercial banks on a 
restructuring of debt. The Advisory Committee of the commercial 
banks has reached agreement with the government on a package which 
includes nearly a billion dollars of additional loans, a trade 
facility of around three billion dollars and rescheduling of more 
than five billion dollars of principal arrears and amortization 
payments falling due in 1985 and 1986. When a sufficient number of 
commercial banks accept the proposal, the IMF Board of Directors 
will consider the stabilization program for final approval. Once 
this is done, official donors are expected to provide additional 
relief through rescheduling of official debt. 





Even with the expected relief from commercial and official 
rescheduling, the debt service burden in the Philippines will remain 
relatively high. The additional lending will also be less than in 
the past. This will necessitate continued restraint on imports 
during 1985 and possibly longer. Nonetheless, the reestablishment 


of more normal trade credit facilities should assist import- 
dependent industries. 


The overall performance in 1984 is expected to be similar to the 
first half, i.e. a decline of 5 to 6 percent in real GNP. While 
this slide should be halted in 1985, little growth is expected and 
only modest growth is likely in 1986. Monetary and fiscal policy 
will continue to be tight. Interest rates will remain high and 
should become positive in real terms when inflation begins to 
subside late this year or early in 1985. Some drop in nominal rates 
May occur in the second half of 1985 if inflation drops in 
accordance with current government expectations. 


The longer term prospects for the Philippines depend on 
government actions to bring about structural adjustments to make the 
economy more responsive to market pressures and to better exploit 
the comparative advantages of the Philippines. The recent emphases 
on agriculture, including better linkages with industry, and on 
labor-intensive, export-oriented industries are positive signals. 
Success in this strategy will require freeing up prices and 
marketing mechanisms in the agricultural sector to provide adequate 
incentives for producers. Investment in general, both domestic and 
foreign, will continue to be affected by perceptions of political 
Stability. The May elections, the recent completion of the Agrava 
report and the long-awaited conclusion of negotiations with the IMF 
have enhanced the prospects for stability, but some uncertainties 
remain and good performance on the stabilization program will be a 
minimal requirement for the restoration of economic growth. 





Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
virtually an exporter’s service. 
We give you country-by-coun- 
try marketing reports, incisive 
economic analysis, worldwide 
trade leads, advance notice of 
planned exhibitions of U.S. prod- 


ucts worldwide, and success sto- 
ries of firms like yours. We'll 
keep you posted on what’s hap- 
pening in government and on 
Capitol Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
AMERICA will put our export- 
ing experts at your fingertips— 
we give the phone numbers of 
our authors in every issue so you 
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decisions. 
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